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Rand note: the lengthy approach, and increased likelihood of global recession has 
elevated and prolonged the risk-off environment   
  

 

 

 

  



 

   

   

 

   

   



 

   

   

 

 

  
      

•   With the rand attempting to settle around R18.00/USD, markets await new direction as the 
next FOMC meeting only occurs in November, currently factoring in less than a 75bp hike 
for November (66bp currently), and close to 50bp in December (46bp). 

•   The US’s interest rate hike cycle has been unusually fast and substantial, purposely so in 
order to attempt to quell high inflation and inflation expectations, although markets have 
expected that the size of the US rate hikes could reduce in Q4.22 (to 50bp a meeting).   

•   A week ago the implied Fed funds futures were factoring in a 70bp lift in November, higher 
than current market expectations, and for December 48.5%, also higher than currently for 
the end of the year, as market expectations have slipped somewhat over the past week. 

•   However, the rand has not gained from the easing over the past week in markets 
expectations on future US interest rate hikes, with the rand averaging R18.03/USD 
(R17.492/EUR, R19.52/GBP) last week, versus R17.73/USD (R17.50/EUR, R19.92/GBP) 
the week before. 

•   The rand has also lost ground as Eskom continues to face unresolved difficulties in 
increasing the availability of electricity in the face of vandalism, theft and sabotage of its 
infrastructure and electricity generation capacity, on old poorly maintained, or poorly built 
power stations.    



•  The newly reconfigured Eskom board did not spark rand strength, as the deep rooted 
problems in SA’s energy production sector are not quick or easy to resolve, but will instead 
take many years to repair, resolve and bolster domestic production capacity.   

•  South Africa has also seen a declining terms of trade since March this year as trade 
dynamics weakened into Q2.22 and over Q3.22, lowering economic growth expectations, 
along with slowing global growth (growing chance of recession) expected. 

•  The long lead time to the advent of global recession has caused a prolonged, and 
worsening period of risk aversion, with this market risk-off in particular the driver of rand 
weakness and USD strength,  and which is not expected to ease in the near term. 

•  While markets are factoring in a slowing in US interest rate hikes, risk aversion is at such 
high levels of elevation that this has not caused a calming effect, with the focus on 
recession risk  and its particularly slow approach, in turn exacerbating risk aversion even 
further.      

    

  Please scroll down to the second section below 
 

 

  
 

 

  



 

   

  
 

   

  
 

   



  
    

•   Indeed the extremely hawkish tone of Central Banks is a key risk driver of a significant 
recession, particularly the Fed, with US monetary policy tending to drive, or at least 
significantly influence, those of other Central Banks.  

•   A calming in the tone of the US Fed would do much to alleviate the negative cycle investor 
sentiment has fallen into, while policy missteps add to market turmoil and so negative 
investor sentiment.  

•   British Prime Minister Liz Truss and Finance Minister Kwasi Kwarteng have succumbed 
to market pressure for an early release of an updated version of the OBR (Office for Budget 
Responsibility) fiscal and economic forecasts, extending investor concerns over the plan.  

• Recent weak Q2.22 UK (revised) growth estimates kept the economy from recession, but 
Q3.22 is expected to see a contraction (on the extra public holiday as growth is already so 
weak)  with Q4.22 and Q1.23 expected to see further drops in activity.   

•   In the EU, inflation has reached 10% y/y, for September (expected 9.7% y/y, previous 
9.1% y/y), with broadening price pressures strengthening market expectations for another 
large ECB hike, but increasing recession concerns, while energy costs rose 41% y/y. 

•   The increasingly heavy pressure on indebted consumers is a key concern, but so is the 
impact of the severe risk off sentiment on indebted emerging market and developing 
countries, with these economies already negatively impacted by the withdrawal of investor 
appetite.  

•   Fed Vice Chair Brainard has warned that “the global environment of high inflation and 
rising interest rates highlights the importance of paying attention to financial stability 
considerations for monetary policy”, with Central banks tasked with maintaining financial 
market stability. 

•  “As monetary policy tightens globally to combat high inflation, it is important to consider 
how cross-border spillovers and spillbacks might interact with financial vulnerabilities,” with 
the Fed “attentive” to vulnerabilities “exacerbated by the advent of additional adverse 
shocks.” 

• With Central Banks still to pull back on aggressively hawkish monetary policy stances, the 
rand lost further ground over the past week, and is at risk of further marked weakness and 
in particular of pulling towards the severe down case, pushing its probability to 11%. 

    
 



 

   
 



 

  

 

 

  
 

   

   
 

   

  
 

 


